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“A day of traveling brings a basketful of learning.”
~ Viethamese expression

l. Introduction

1. Vietnam is emerging as a key manufacturing hub, having become a leading
destination for foreign direct investment (FDI) in ASEAN over the past decade.
Vietnam’s FDI flows have doubled from an annual average of USD 8 billion from 2008-12 to
USD 16 billion from 2018-22, surpassing inflows to the larger ASEAN economies of
Malaysia, Philippines, and Thailand, and fast approaching those to Indonesia (Figure 1).
Relative to economic size, Vietnam is second only to Singapore in the ASEAN region, with
annual FDI amounting to an average 4.6 percent of GDP from 2018—-22. The country’s
manufacturing sector has expanded quite substantially as a result, from 17 percent of GDP
in 2010 to 25 percent in 2022 (Figure 2). Vietnam’s growing capacity as a global
manufacturing hub has enabled its industries to benefit from China’s declining and emerging
sectors (Zhao and Ho 2023).

2. Against this backdrop, AMRO staff recently visited Ho Chi Minh City (HCMC)
and Hanoi, Vietham to undertake on-the-ground research into the factors
underpinning the country’s ability to attract foreign investors. Specifically, the purpose
of the trip was to: (i) gather information on and insights into supply chain developments and
manufacturing reallocations that are taking place in the economy; and (ii) gauge the near-
term outlook for FDI in Vietnam. Staff met with foreign investor business groups in the two
main cities, an industry association, and researchers on international trade issues. Staff also
engaged with two major FDI initiatives in Vietham—a Belgian industrial zone developer and
operator (Deep C) and a Singaporean joint venture on logistics infrastructure (Vietham
SuperPort), both situated in northern Vietnam. This note presents the key takeaways from
the various meetings.
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Il. Characteristics of Vietnham’s FDI

3. FDI flows to Vietham have been led by China, Japan, Korea, and Singapore.
Korea is Vietham’s biggest investor in terms of cumulative FDI, with the bulk of its greenfield
investments taking place in the first-half of the past decade (Figure 3). The wave of Korean
FDI was followed by Japan’s, which recorded a sharp increase in registered greenfield
investment in 2017—18. Although inflows were largely stable previously, FDI from China and
Taiwan, Province of China began to pick up in 2018-19. Then, FDI from Singapore became
more pronounced from 2020, making the island city-state the second largest investor in
terms of cumulative registered FDI since 2013.

4. Manufacturing accounts for the bulk of FDI into Vietnam, followed by real
estate and utilities. Manufacturing FDI has accounted for nearly 60 percent of total
registered FDI since 2013, while real estate and utilities (electricity, gas, and aircon supply)
has made up another 21 percent (Figure 4). Singapore, for example, is strongly present in
real estate FDI, largely under joint ventures with local firms such as with the development of
the Vietnam-Singapore Industrial Parks (VSIP). There are currently 13 VSIPs to date, with
four forthcoming ones and 10 more in the pipeline (Ang 2023). Meanwhile, foreign firms,
including Japanese and Korean ones, are capitalizing on Vietnam’s push for energy security
and green transition with investments in liquefied natural gas (LNG) and renewable energy
infrastructure projects (Tsuge and Onishi 2023; Lee 2023). Registered FDI in the consumer-
facing sectors, such as wholesale and retail, accommodation and food services, as well as
logistics and information technology have also grown in recent years.

5. Vietnam’s northern and southern regions, which attract the bulk of
manufacturing FDI, are distinct in their FDI mix:

o Northern Vietnam (Hanoi and nearby provinces) is considered an extended arm of
China’s manufacturing hub (Figure 5). It hosts several foreign companies—
component suppliers and assembly manufacturers—in the electronics, automotive,
petrochemicals, and heavy industries. Vietham’s biggest single investor, Samsung
Electronics, has 25 of its 28 local suppliers situated in this area (Barnes 2023).
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Foreign companies that invest in Northern Vietnam enjoy lower labor costs compared
to China but yet maintain close proximity to their own existing operations and
suppliers in neighboring China.

. Southern Vietnam (HCMC and nearby provinces) hosts foreign enterprises that are in
more traditional industries, such as garments and textile, food processing, and
consumer goods, as well as retail and information technology (IT) services. The
region also has some presence in electronics and mechanical assembly. American
chipmaker Intel Corporation’s largest assembly and test factory in its worldwide
manufacturing network is located in HCMC (Nha 2022).

. Central Vietnam attracts a smaller proportion of FDIs engaged in tourism-related
services, electronics manufacturing, and agricultural products processing.
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Figure 5. Vietham: Key Economic Regions
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lll. Push and Pull Factors of Vietham’s FDI

6. Foreign investors have been primarily drawn to Vietnam for its cost-
competitiveness and abundant workforce. The country makes for a compelling ASEAN
alternative to China for its significantly lower labor costs. Manufacturing wages in Vietham
are half those of China’s and an estimated 30—-35 percent lower than in Malaysia and
Thailand (Figure 6). At the same time, Vietnam has a relatively abundant and young
workforce, backed by its nearly 100 million population with a median age of 32 years (Figure
7). Vietnam ranks third in ASEAN by population size, after Indonesia, and comparable to the
Philippines.

Figure 7. Selected ASEAN: Population
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Figure 6. Selected Asia: Manufacturing
Sector Annual Wages, 2022

(US dollars) (Million persons)
Manufacturing, Worker Manufacturing, Engineer 300 278
*
Hong Kong, China [ 35,622 HongKong, China [ 47,595 250
Korea [ 30857 Singapore [ 43.110
Singapore [ 30437 Korea [ 38.209
Taiwan, POC [ 21.477 Taiwan, POC [ 25385 200
China [l 11.854 China [ 17.514
Thailand W 7,596 Malaysia [l 13.211 150
Malaysia [l 7.395 Thailand [l 12.854 "7
Indonesia Wl 6.314 Indonesia [l 9.032 * 99
India [l 4,853 Vienam [ 9,023 100 72 *
viemam I 4.783 india W 8255 55 Py
Philippines | 3,077 Cambodia [l 5,980 50 34 .
Camboda | 3541 Pakistan [ 6,467 Py .
Pakistan | 2,866 Philippines [l 6,276 [ |
Bangladesh | 2222 Bangladesh | 4456 0 ! . . . . )
LaoPDR | 1572 Myanmar | 3369 Indonesia Malaysia Myanmar Philippines Thailand  Vietnam
Myanmar | 1,312 LaoPDR | 2579

Source: Japan External Trade Organization (JETRO).

0-14  m15-64 (working age) 65 and above ¢ Total

Source: United Nations (UN) World Population Prospects 2022.

Note: The rest of the ASEAN economies with total populations below 20
million have been excluded due to the sharp contrast in scale.

Note: Annual wages refer to the total of annual base salary, benefits,
social security, overtime allowances, and bonuses, excluding
severance benefits, as of 2022.

7. In addition, FDI inflows are spurred by a stable political environment and
investment-friendly government policies. Vietham, as a one-party state, is one of the
more politically stable countries in ASEAN. It has signed 27 free trade agreements (FTAs),
including with the European Union and several Asian countries, that allow it to take
advantage of favorable tariff rates in international trade (ADB 2023). Moreover, the
Vietnamese government offers attractive tax incentives and holidays for large and strategic
investments. The standard corporate income tax (CIT) rate is set at 20 percent, but eligible
investors can enjoy a CIT rate exemption for the first 4 years and a 10 percent CIT rate in
the subsequent nine years (Teo and Tan Tai 2021). Necessary support from the government
is likewise available to boost FDI activities. For example, Vietham grants land use rights,
including to foreign investors, which have enabled the development of over 300 industrial
parks across the country (Huy 2023; Savills 2023).

8. The rapid growth in Vietham’s purchasing power, in addition to its large
population, has also drawn foreign enterprises to invest in Vietham in recent years.
The country’s consuming class, defined as consumers spending at least USD 11 a day in
purchasing power parity terms, expanded from less than 10 percent of the total population in
2000 to 40 percent in 2020, and is projected to reach nearly 75 percent by 2030. Moreover,
the higher tiers of the consuming class (who spend USD 30 or more per day) are the fastest
growing, outpacing the entry-level consuming class (spending USD 11 to 30 per day) and
the below consuming class (spending less than USD 11 per day), and could account for 20
percent of the population by 2030 (Delteil and others 2021). Capitalizing on Vietnam’s rising
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household incomes, more than 57 percent of Japanese investors in Vietnam have expressed
their intention to expand their sales functions in the country, according to a JETRO survey
(JETRO 2023)—a shift away from their traditional export processing model in Vietnam.

9. The growing imperative to diversify supply chains has thrust Vietnam into the
spotlight as a viable alternative to China within the ASEAN+3 region. Against the
backdrop of the US-China trade tensions and supply chain disruptions during the COVID-19
pandemic, foreign firms are confronted with the need to better manage supply chain risks
and are seeking alternative markets and manufacturing sites, in line with the “Plus One”
strategy. Vietnam’s direct land and sea access across the border to China helps streamline
logistics, bolstering its appeal to investors. Chinese (and Taiwanese), Japanese, and Korean
firms have reportedly been diversifying their markets, production bases, and/or procurement
sources in Vietnam, while sustaining their exposure to the large domestic market in China
and maintaining access to China’s extensive supplier ecosystem. Indeed, Vietnam has
become a manufacturing hub for many Korean enterprises, backed by strong bilateral ties
between the Korean and Viethamese governments.

IV. Outlook for Vietnam’s FDI

10. Vietnam is poised to remain a preferred FDI destination in the foreseeable
future, particularly in the context of the growing adoption of the “Plus One” strategy
by manufacturers. Newly registered greenfield FDI projects as of September 2023 have
surpassed 2022 levels, and the total gross amount of USD 10 billion is fast approaching the
USD 12 billion recorded in 2022 (Figure 8). The manufacturing sector accounts for 85
percent of the total capital investments and has already surpassed 2022 levels, following a
significant jump in September on the back of notable increases from China; Hong Kong,
China; and Taiwan, Province of China (Figure 9). For example, Deep C, a Belgian developer
that runs five industrial zones in Haiphong and Quang Ninh (Northern Vietnam), has noted
strong demand for its industrial space this year from China and Taiwan, Province of China
as well as Korea (Ryan 2023). Our discussions on the ground reveal that Chinese investors
have been snapping up industrial space in a matter of months, in what had previously been
a years-long process.

Figure 8. Vietham: Registered Greenfield Figure 9. Vietnam: Registered Greenfield
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11. The US has been increasing its investments in Vietnam, particularly in high-
tech sectors, although it is not currently a dominant investor there. According to the
Ministry of Planning and Investment, the US has invested approximately USD 11.8 billion
across 1,301 projects as of September 2023, making it the 11th largest investor in the
country. However, during President Joe Biden's visit to Vietham in September 2023, both
governments outlined plans for enhanced collaboration in critical and emerging technologies,
with specific focus on strengthening the semiconductor supply chain. In October, Amkor
Technology, a US-based global leader in outsourced semiconductor assembly and testing,
inaugurated a USD 1.6 billion semiconductor manufacturing facility in Bac Ninh (Amkor
2023); the US semiconductor giant, Marvell Technology, is planning to establish a world-
class design center in HCMC by the end of 2024 (Marvell 2023). These investments are
poised to elevate Vietnam's standing in the global semiconductor supply chain.

12. However, the ongoing weakness in external demand and volatility in global
financial markets could delay the realization of FDI commitments in the near term. The
Vietnamese economy has faced challenges this year, primarily stemming from a decline in
exports due to subdued external demand. Compounding this issue is the fact that the
electronics sector, a major driver of the country’s exports, is experiencing a downturn in the
global market, leading to a more significant drop in exports than initially anticipated. This
weak external environment could give pause to investor intentions. The weakness of the
JPY and KRW against the USD has also increased procurement costs for Japanese and
Korean firms, reportedly causing delays in their business expansion and new investment
plans.

V. Challenges and Policy Considerations

13. Vietnam’s FDI boom also comes with its own set of challenges. While the
country boasts numerous advantages that entice foreign investors, as outlined above, they
also face certain barriers when contemplating new or additional investments. Inefficient
governance, high logistics costs, and a shortage of skilled labor rank among the most critical
obstacles.

14. Despite Vietnam’s investment-friendly policies, it has ample room to modernize
and enhance the efficiency of its governance. It performs relatively well in four of the six
governance dimensions assessed by the World Bank—government effectiveness, rule of
law, control of corruption, and political stability. However, it ranks the lowest in regulatory
quality, which captures the ability of the government to formulate and implement sound
policies and regulations to promote private sector development, among its peer countries in
ASEAN, that is, Indonesia, Malaysia, Philippines, and Thailand (Kaufmann and others 2010)
(Figure 10). Specific examples of inefficiencies include:

) Government forms that are in the local language and required to be submitted in hard
copy, which forces foreign investors to hire local service providers to process official
documents for them;

) Instances when national policies do not align with the implementation of the local
government, or where government directives are unclear, leaving business groups to
second-guess their interpretation;

) Cautious decision-making processes following the latest anti-corruption drive
resulting in severe delays in the approval of large-scale infrastructure projects;
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. Very slow issuance of work permits that can take 2.5—-4 months, or even longer, even
though the local government is efficient in processing investment certificates for
foreign enterprises (Thong 2023).

15. Vietnam’s weak transport infrastructure and high logistics costs have not
improved to keep up with growing demand. Connectivity between seaports, airports,
warehouses, and industrial parks is poor. As a result, logistics costs are higher than global
standards, estimated to be equivalent to 16.8 percent of GDP (Xinhua 2023). For example,
logistics costs make up an estimated 20-25 percent of the price of finished agricultural
products. One reason behind this situation is the lack of economies of scale in the logistics
industry, with an ecosystem comprising a large number of small or medium-sized providers
with limited capital. Among the six key dimensions used by the World Bank to assess a
country’s logistics performance, Vietnam ranks ahead of Indonesia only among its fellow
ASEAN economies. It shares a similar position with the Philippines but falls considerably
behind China (Figure 11).

Figure 10. Selected ASEAN: Worldwide Figure 11. Selected ASEAN and China:
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16. The Vietnam SuperPort is an FDI initiative that aims to lower logistics costs
and improve supply chain connectivity in North Vietnam. The SuperPort is a smart
multimodal logistics project based in Vin Phuc that seeks to ease the already tight capacity
at the nearby airport in Hanoi and seaport in Haiphong. It is a joint venture between a
Singaporean and a Vietnamese firm, inspired by the success of a visionary supply chain
complex in Singapore. The USD 300 million project broke ground in December 2021, and is
backed by the International Financial Corporation (IFC 2022). AMRO staff met with
representatives of the SuperPort in Hanoi and the Singaporean company at its headquarters
in the city-state to learn more about this innovative infrastructure, which represents a
component in a broader strategy to enhance the region’s supply chain connectivity and
boost trade (del Rosario and others 2023 forthcoming).

17. Vietnam needs to increase the cohort of skilled workers to meet evolving
industry requirements. Only about 11 percent of the domestic labor force is highly skilled
while 26 percent are trained workers with degrees and certificates. Currently, semiconductor
firms in Vietnam are mainly involved in assembly, testing, and packaging (ATP)—the last
stage in chipmaking that only accounts for 6—10 percent of a chip’s value (Khan and others
2021; Quy 2023). Intel's ATP facility in HCMC, which is the company’s biggest worldwide, is
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one such example. Vietnam is also beginning to attract high-value semiconductor FDI, such
as Samsung Electronics’ Research and Development (R&D) Center which opened in Hanoi
in December 2022. To meet the growing demand for skilled labor, the government will be
investing in training 30,000-50,000 engineers in digital transformation and semiconductor
manufacturing (Tuan 2023).

18. Vietham would have to strengthen the link between FDI and domestic
industries to sustain its economic development. A critical issue for the economy is the
relative weakness of its domestic sectors when compared to its foreign counterparts, such
as China (Figure 12). Despite Vietnam's ability to attract substantial foreign investment, a
significant portion of these investors continue to source their supplies from outside the
country rather than rely on local firms. Several factors contribute to this phenomenon,
including the inadequacy of qualified intermediaries within the country or the preference of
some foreign companies to use their own supply chains. Consequently, FDI spillovers from
foreign firms to domestic firms’ productivity are limited, preventing the country from
advancing along the supply chain (Nguyen and others 2020).

19. Many local businesses tend to remain relatively small in scale and skill. They
engage primarily in low-value-added activities such as processing and assembly within the
broader supply chain. This limited growth within the domestic sector has not kept pace with
the overall economic expansion. It poses a substantial challenge to Vietnam's future
economic growth, particularly with rising labor costs and a rapid transition to an aging
society, potentially prompting foreign firms to consider relocating elsewhere if not addressed
(Figure 13).

Figure 12. China and Vietham: Domestic Figure 13. Selected Economies: Time
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20. Vietnam is enforcing the global minimum tax in 2024, but with potential
offsetting measures to maintain its FDI competitiveness. The government will be
applying the OECD’s global minimum (corporate) tax (GMT) of 15 percent in 2024, which
means that large businesses enjoying preferential CIT rates below 15 percent would have to
top up their tax payments. The GMT applies to businesses with an annual turnover of at
least EUR 750 million, which is estimated to affect a total of 122 foreign enterprises
operating in the country (VietNamNet 2023). To maintain Vietnam’s competitiveness, the
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government has indicated that it is considering offering financial support to offset the top-up
tax payment. In this regard, there reportedly are discussions for the tax payment offset to be
used to incentivize existing firms to devote more resources to workforce training or
sustainability initiatives. Some business groups also suggest that the grants from the tax
offset can be used to influence new manufacturing FDIs to locate in industrial zones that
embrace high environmental standards, to help bring Vietnam toward its net-zero emissions
target by 2050.
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